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LOCAL INCOME TAXES 


ABORING under an ever-increasing burden of expendi- 

ture and debt, many American cities are now looking 
to the local income tax as a promising avenue of relief. 
While such taxes, variously known as earnings, wage or 
payroll taxes, are currently in use in only eight of the 
country’s 41 largest cities, they are being considered for 
earlier or later adoption in many others, large and small. 
One authority in the field has described the tax on income 
as potentially “one of the most important local taxes of 
the future.” } 


City finance officers take a more favorable view of the 
municipal income tax than do the voters. Recent refer- 
enda in Cleveland, Denver and Kansas City have all gone 


against the tax. Cleveland voters agreed to accept an in- 
crease in the property tax in preference to an income levy. 
In Denver, after an income tax proposal had misfired at 
the polls in 1957, the city council enacted a modified plan 
of its own devising. And when that plan was declared 
unconstitutional by the Colorado supreme court, Denver 
officials said they might have to cut down on the city’s tra- 
ditional display of Christmas lights and make sharp reduc- 
tions in non-essential services. Talk of an.income tax then 
revived, and new efforts to adopt one now seem likely. 


In New York City, where local income and payroll taxes? 
have been urged off and on for nearly 30 years, rumors that 
the city administration was about to introduce a payroll 
tax became rife after publication last July of a report by 
the New York Metropolitan Regional Study detailing the 
“flight of wages” from the central city to the suburbs. 
Mayor Robert F. Wagner denied the rumors, Aug. 18, going 
so far as to recommend that Democrats in the state legis- 


‘Harold F. Alderfer, “The Shifting Revenue Pattern,” Municipal Nonproperty 
Taxes (1956 supplement to Where Cities Get Their Moncy), p. 4. 

2 The term “payroll! tax” is sometimes used to describe any local levy on wages. In 
strict psage, a payroll tax is one whose burden is shared jointly by employee and 
employer. There seem to be no true local payroll taxes currently in force anywhere 
in the United States. 


915 





Editorial Research Reports 


lature work for withdrawal of the city’s authority to levy 
such a tax. Mayor Wagner’s statement seemed designed 
to quiet suburban fears, and to eliminate an issue that 
might have been exploited to his party’s disadvantage in 
the 1958 campaign. Douglas Powell, planning director of 
New York’s Regional Plan Association, said after the elec- 
tion that city income taxes were favored by the experts, 
but that for political reasons mayors did not like to talk 
about them. 


In Baltimore a.commission appointed by Mayor Thomas 
D’Alesandro.to study new sources of revenue recommended 
on Nov. 5, the day after the recent election, that the mayor 
ask the governor to call an extra session of the Maryland 
legislature for the special purpose of authorizing the city 
to impose an earnings tax to help balance the 1959 budget. 
The tax would be levied initially at the rate of seven- 
tenths of. one per cent on earnings of Baltimore residents 
and outsiders who earn their livelihood in the city, also on 


the net profits of corporations and unincorporated busi- 
nesses.® 


PRESSING NEED FOR LARGER CITY REVENUES 


Robert Moses, New York City’s controversial planning 
commissioner, has made the flat prediction that New York 
will be forced “within a few years” to resort to an income 
tax to meet its revenue needs.‘ Moses’ views on the inevit- 
ability: of local taxation of income are shared by officials 
of other cities. Many finance authorities and specialists in 
public administration regard income levies as offering the 
most hopeful means of. dealing with the scissors effect on 
city financial resources of growing needs and pyramiding 
costs. 


According to Census Bureau estimates, expenditures for 
all U.S. cities climbed in 1957 to a record $13.9 billion, up 
13.6 per cent from the year before. Debts mounted to $18.8 
billion, an increase of 11.2 per cent and likewise a new 


* Presently lacking authority to impose an income tax, the Baltimore Board of 
Estimates, on Nov. 28, adopted an “austerity budget” calling for an increase from 
$2.98 to $3.86 (12.8 per cent) in the property tax rate and a sewer service charge of 
60 per cent on water bills. 

*New York City’s Board of Estimate was called upon by the City Budget Commis- 
sion, Nov. 18, to frame a “crisis action program” to cope with the city’s need for 
$80 million to $100 million of additional annual revenue. The City Council itself, on 
Sept. 23, asked changes in- state law to “legalize pari-mutuel betting outside race 
tracks in such cities, towns or villages as elect to avail themselves thereof.”” The 
Democratic leader in the state Senate recommended taxation of legalized off-track 
betting, Dec. 1, as an alternative to sn increase in the sales tax. 
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high. Expenditures of the 41 largest cities rose by ap- 
proximately 75 per cent in the first postwar decade and by 
an additional 12.1 per cent in 1957. In many cities, the 
maximum allowable levy on property has already’ been 
reached, and the scramble to find new nonproperty taxes 
is now approaching the desperation stage. 


In cities which form the core of expanding metropolitan 
areas, the search for new tax sources is complicated by two 
closely related facts: (1) Wages are commonly “exported” 
by the central city to the suburbs; (2) the suburban com- 
munities, while outside the normal taxing jurisdiction of 
the central city, usually throw a-heavy burden upon its 
services.. These facts have become increasingly important 
as more and more city dwellers migrate to the suburbs.5 
As upper income families depart, their dwellings are likely 
to be taken over by lower-income and socially deprived 
families, with depressing effects on property values and 
increasing demands for city welfare services.® 


Wage exports appear whenever an area generates more 
in wage payments than is spent in the area. The report 
last July of the New York. Metropolitan Regional Study 
showed that in 1956 the ratio of spending to wage-salary 
payments in New York City was .79, meaning that the city 
received. back only about four-fifths (79 per cent) of what 
was paid out for personal services within the city limits. 
Among nearby counties, only Hudson (.82), Passaic (.95) 
and Middlesex (.99} in New Jersey and the Dutchess- 
Putnam area (.94) in New York were also wage exporters. 
The remaining 12 counties covered in the survey were all 
wage importers. In Nassau and Westchester counties, New 
York City’s principal “bedroom” communities, the ratios 
were 2.37 and 2.11 respectively. 


Growth of industry and commerce in areas surrounding 
the central city is a usual accompaniment of the movement 
to the suburbs, and this reduces the dependence of the out- 
lying communities upon the heart of the metropolitan com- 
plex. In 1939, New York City generated 70 percent of all 
wages paid in the metropolitan area. By 1956, the city’s 
share of the total had fallen to 62 per cent. However, the 
ratio of income to outgo declined even more sharply. New 


®See “Outspreading Cities,” E.R.R., 1953 Vol. II, pp. 845-862. 
*See “Persistence of Slums,” E.R.R., 1958 Vol. II, pp. 573-574. 
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York City’s wage export ratio was .93 in 1939, .89 in 1947 
and .79 in 1956. 


At the December 1957 meeting of the American Eco- 
nomic Association in Philadelphia, one economist offered 
statistical evidence which he said confirmed “the hypo- 
thesis that the per capita outlays of the central city are 
associated with the size of population resident in the metro- 
politan area outside of the central city.” He explained: 
“Persons living in the suburban communities who work, 
play or shop in the central city add to the need for street 
and parking facilities and traffic control and add as well to 
the demand .. . [for] police and fire protection, recreation 
and sanitation. Population size of the central city, on the 
other hand, does not appear to influence the level of per 
capita expenditure.” ? Some of the services required by 
suburban residents can be paid for by user charges but 
most cannot. 


GROWING ATTRACTIONS OF CITY TAXES ON INCOME 


With more and more city workers moving beyond the 
taxing jurisdiction of the central city, yet continuing to 
add to the pressure on its facilities, it is only natural that 
city finance officers should be attracted to a scheme of tax- 
ation which permits the central city to tax non-residents 
at the source of their income. Finance officers are im- 
pressed by figures which show that Philadelphia receives 
15 per cent of its. total tax revenues from non-residents; 
St. Louis, 25 per cent; Cincinnati, 17 per cent. In some 
smaller cities, the proportion is higher still. 


Collection costs have averaged anywhere from. under 2 
per cent in the larger cities to about 10 per cent in the 
smaller communities. The Municipal Finance Officers 
Association reported in 1951 that a 1 per cent city income 
tax would yield an average of $17.51 per capita in cities 
of more than half a million population, whereas a 1 per 
cent sales levy would bring in only $11.41 per capita. The 
difference for cities of 250,000 to 500,000 was even more 
striking—$15.66 to $8.62. In smaller towns, 10,000 to 
25,000 population, where cost of administering the income 
tax is relatively high, the tax would raise an average of 
$8.34 per capita, compared to $8.10 per capita for the 
1 per cent sales tax. ; 


7 Harvey E. Brazer, “The Role of en eteupetian Centers in State and Local 
Finance,” American Economic Review, May 1958, p. 306. 
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REVENUE CONTRIBUTION OF THE INCOME TAX IN LARGE CITIES, 1957 


Income __ As share of total general revenues 
tax rate Income Property Other 
City (per cent) taxes taxes revenues 
Cincinnati 1.0 22% 26% 52% 
Columbus __......... 1.0 31 15 54 
Louisville 1.25 26 24 50 
Philadelphia 1.5 29 35 36 
Pittsburgh oes . 0.5 13 58 29 
St. Louis 0.5 14 41 45 
Toledo _.. 1.0 35 16 49 
Source: U.S. Department of Commerce, Bureau of the Census, 
City Government Finances in 1957 (1958).. 


A sales tax for Baltimore was considered by the mayor’s 
Commission for New Revenue but was rejected in favor of 
the income tax recommended.in its November report. The 
report said it was the “unanimous belief” of the commis- 
sion that such a tax was “the best possible major source.” 
No other source had “so high a potential yield with so 
equitable a distribution of the tax burden and without 
predictable damage to the economy of the city.” If author- 


ized by the state legislature and levied at 1 per cent, the 
tax would yield $22,350,000 annually at existing levels of 
earned income. But the commission recommended a tax 
of only .7 per cent for the time being, leaving the remain- 
ing .3 per cent for use in later years. 


For all U.S. cities at present using the income tax, the 
yield averages about two-thirds of their revenues from the 
property tax. Clearly the income tax offers a means of 
relieving what many city finance officers consider an ex- 
cessive reliance on real estate taxes. Furthermore, the in- 
come tax has this particular advantage over the property 
tax: Adjustment to inflationary pressure is virtually auto- 
matic. The more wages go up, the more the tax brings in.® 
An increase in property tax revenues on the other hand 
awaits either changes in valuation, brought about by the 
cumbersome process of reassessment, or an increase in the 
millage rate, which is, in many cities, already at or near 
allowable maximums. 


Equally persuasive to some city officials are the “success 
stories” of communities which now employ the income tax. 
Philadelphia, which has had its wage tax since 1940, won 


*Similarly under the sales tax as prices rise the yield of the tax increases. In 
periods of recession and unemployment; however, the yield of both taxes will decline. 
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the National Municipal League-Look Magazine ‘‘all-Amer- 
ican city” award three times in the past decade. Last year 
the award was conferred on Philadelphia for “energetic, 
purposeful, intelligent citizen effort” to rebuild the once 
dingy city. According to Philadelphia’s director of fi- 
nance, Richard J. McConnell, a key factor in the renais- 
sance has been public confidence in the city’s financial 
future as buttressed by the local income tax.® The yield 
rose from $16.3 million in 1940 to $27.6 million in 1947, 
to $63.7 million in 1957; for 1959 it is estimated at $68.5 
million. 


Springfield, Ohio, a city of 78,000, was a million dollars 
in debt in 1949 when a 1 per cent city income tax was 
levied. By 1953, the tax had proved such an excellent rev- 
enue producer that the rate was lowered to .6 per cent. 
Efforts have since been made to restore the old rate, and 
it may be that Springfield faces another period of financial 
hardship. But in the meantime, the city’s debt has been 
liquidated, a $234,000 central fire house has been built, new 
street lights have been installed, and a free municipal gar- 
bage collection system has been instituted. 


Scranton, Pa:, population 125,000, put a 1 per cent in- 
come tax in effect in 1948 and has since lowered its prop- 
erty tax rate by more than one-third. Louisville’s 1 per 
cent “occupational license tax,” enacted in 1948, rescued 
the city from threatened bankruptcy. By 1957, the city 
treasury was in position to finance a new $40 million cap- 
ital investment program, including $15.8 million for streets 
and expressways, $4 million for new construction at the 
University of Louisville, $2 million for police buildings, 
$3 million for a city hospital, $3.5 million for a municipal 
incinerator, $1.5 million for playgrounds, and $5 million 
for urban redevelopment. 


In most cities, the local income tax, once adopted, seems 
to have been accepted as a fixture in the financial structure 
of the municipality. However, four Ohio towns—Conneaut, 
East Liverpool, Marietta and Ravenna—repealed their 
municipal income taxes in November 1958. Several local 
income tax laws have fallen before adverse court rulings, 
and in 1957 it took a veto by Gov. George M. Leader to 
stop the Pennsylvania legislature from reducing Philadel- 
phia’s income tax rate from 1.5 to 1 per cent. 


* Speech before U.S. Conference of Mayors, Miami Beach, Sept. 18, 1958. 
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SUBURBAN OPPOSITION TO CENTRAL CITY TAXATION 

Suburbanites are among the strongest critics of central 
city income taxes. Already under tax obligations at home, 
they are usually reluctant to pay a part of the cost of city 
services, even though some may be ready to concede the 
equity involved. Suburban communities have often raised 
the historic cry of “no taxation without representation,” 
and in some suburban areas such reprisals as taxing de- 
livery trucks from the city have been considered. Except 
in Pennsylvania, where peculiarities of the state law en- 
courage the suburbs to respond by enacting local income 


taxes of their own, efforts at retaliation have usually been 
short lived. 


Not all students of metropolitan problems accept. the 
basic proposition that commuters are a burden on the 
central city. Dennis O’Harrow, executive director of the 
American Society of Planning Officials, believes that in 
many. cases the central city may be living off its suburban 
satellites. This is so, he says, because the central cities 
finance themselves in part from taxes on business and in- 
dustry, the work forces for which come largely from the 
suburbs. Thus, suburbanites are “denied the benefit of the 
property taxes they create through their employment... . 
[and] through their purchasing.” !° 


A similar argument was advanced at a meeting of the 
American Economic Association, in December 1957 by Lyle 
C. Fitch, first deputy administrator for the City of New 
York. Citing studies of the San Francisco Bay area show- 
ing extremely low financial capacity in several purely resi- 
dential suburbs, Fitch concluded: “I would suggest that 
costs of city services to commuters can be considered to be 


met by taxes on business firms which they serve and 
patronize.” ™ 


If present plans hold, the justice of local income taxes 
may receive attention at the 1959 session of Congress. Sen. 
Estes Kefauver (D-Tenn.) has promised to call hearings 
of his Subcommittee on Constitutional Amendments, prob- 
ably in February, to consider a constitutional amendment 
proposed last January by Sen. Clifford Case (R-N.J.). The 
Case amendment would forbid any “state or political sub- 


bad Dennis O’Harrow, “Are Fringe Areas ‘Free Riders?’" Municipal Finance, No- 
vember 1956, pp. 100-104. 


Discussion in American Economic Review, May 1958, p. 328. 
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division thereof” to impose “any tax on any amount re- 
ceived or receivable by ...a natural person as compen- 
sation for personal services rendered.within the state to 
his employer, unless such person . . . resides in the state 
for at least one-half of the period for which the tax is 
imposed.” 


Although aimed chiefly at the New York state income 
tax, the Case amendment would strike also at the city in- 
come taxes in Philadelphia and Bethlehem, Pa., which are 
collected in part from New Jersey commuters. In any case, 
the problems discussed are likely to be the same ones, since 
the problem affects, almost exclusively, New Jersey and 
Connecticut residents who commute to New York City.! 


New Jersey’s attorney general, David D. Furman, has 
been fighting a running battle with Philadelphia over its 
income tax. The Radio Corporation of America, which has 
plants in both Philadelphia and Camden, was instructed by 
Furman last May 8 to disregard a Philadelphia ruling 
which required that the firm deduct the income levy from 
wages of Philadelphia residents working in its Camden 
plant. He called Philadelphia’s demand “illegal and un- 
constitutional.” 


Earlier, Furman had intervened in federal district court 
on behalf of a New Jersey resident employed in the Phila- 
delphia Navy Yard. This man had been arrested in 1957 
for failure to pay the Philadelphia income tax. In seeking 
a writ of habeas corpus, he contended that since the Navy 
Yard occupies federal territory, and since he commutes to 
his work by ferry, without crossing any part of Philadel- 
phia, he could not be held liable to the Philadelphia tax. 
The writ was denied both by the district court and by the 
Circuit Court of Appeals. A further appeal is planned. 


Disputes between income tax cities and employees of the 
federal government are common. While many federal 
agencies cooperate with city governments by furnishing 
copies of federal withholding statements, the agencies are 
under no compulsion to do so. Few federal employees pay 
the municipal tax willingly, and some cities regard enforce- 
ment as too costly. However, the U.S. Conference of Mayors 
at its 1958 session in Miami Beach adopted a resolution 


% The interstate tax question is now being studied by a three-man committee ap- 

inted last January by Govs. Harriman of New York, Meyner of New Jersey, and 

ibicoff of Connecticut. New York now collects about $25 million a year from some 
175,000 non-residents. A concession offered by its representative on the tri-state 
committee, Dec. 4, would reduce this yield about 15 per cent. 
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asking Congress “to promptly enact legislation to enable 
cities to make [direct] arrangements with federal agencies 
for withholding of city income taxes.” 3 


Municipal Income Taxes in Operation 


THE FIRST municipal income tax put in force in the United 
States was levied early in the 19th century by Charleston, 
S. C. In use there for many years, the tax was finally 
abandoned because of “prolonged and increasingly ineffec- 
tive administration.” 1 


After adoption of the first modern state income tax by 
Wisconsin in 1911, and enactment of the first federal in- 
come tax under the 16th amendment to the Constitution in 
1913, Ievies on personal and corporate income soon became 
a major source of federal and state revenues. But it was 
in Canada that the municipal income tax had its first 
extensive trial. A number of Canadian cities instituted 
the tax during the first 30 years of the present century 
and continued to use it until 1942 when taxing powers were 
reallocated throughout the Dominion. Meanwhile, interest 
in the potential yield of local income taxes had been mani- 
fested in the United States. 


New York City adopted an income tax ordinance in 1934, 
but Mayor Fiorello H. LaGuardia brought about its repeal 
the next year, before it had been put in effect..5 The first 
modern municipal income tax actually to go into operation 
in the United States was the Philadelphia tax, which be- 
came effective in 1940. The way for it was prepared in 
1932 when the Pennsylvania legislature granted power to 
the state’s two largest cities—Philadelphia and Pittsburgh 


4%Sen. Ralph E. Flanders (R-Vt.) introduced a bill in 1951 which would have 
accomplished this purpose. As finally enacted, however, it covered states, territories 
and possessions but not their political subdivisions. Should an attempt be made in 
1959 to include the subdivisions, opponents can be expected to revive a bill offered in 
the 84th Congress by Sens. Case and H. Alexander Smith (R.) of New Jersey for- 
bidding collection of taxes from a federal employee “‘by any state or municipality in 
which he is neither domiciled nor resides.” 

™ Robert A. Sigafoos, The Municipal Income Taz: Its History and Problems (Public 
Administration Service, 1955), p. 2. 

% New York City’s 1934 plan had few of the faults attributed by critics to contem- 
porary city income taxes. It required payment by city residents only of an amount 
equal to 15 per cent of the income tax payments due the federal government. Thus 

tax was progressive, covered “unearned” as well as earned income, and allowed 
for a full range of deductions. 


' 
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—to tax any nonproperty source not included in the state 
tax base. Philadelphia promptly considered and came near 
to adopting an income tax in 1932, but the “storm of pro- 
test” was so violent that the plan was dropped with the 
promise that it would be buried “‘so deep you won't find it 
in a thousand years.” !6 


By 1938, Philadelphia’s financial condition had become 
so grave that the income tax was resurrected. As approved 
by the city council that year, it called for a 1.5 per cent 
levy on all personal earnings, also on net profits of unin- 
corporated businesses above the first $1,000. The exemp- 
tion was held by the Pennsylvania supreme court to violate 
the requirement of the state constitution that “all taxes 
shall be uniform upon the same class of subjects.” The 
city council then substituted a 3 per cent sales tax, but 
this was vetoed and the city was forced to borrow $41 


million against the income of its municipally owned gas 
system. 


Facing financial crisis late in 1939, the city council again 
passed an income tax ordinance, which was nearly identical 
with that of 1938 but lacked the $1,000 exemption for 
unincorporated businesses. The ordinance was upheld by 
the courts and, with minor modifications, has been in effect 
for almost two decades. Whether because of the pat- 
tern offered by a successful model or due to a desire to 
avoid litigation, almost all of the municipal income taxes 
adopted during the last dozen years have followed Phila- 
delphia in not allowing exemptions. 


PoSTWAR SPREAD OF LOCAL TAXES ON INCOME 


All city income taxes now in effect, except that of Phila- 
delphia, are of postwar origin. Toledo enacted a corporate 
and individual income tax in 1946, becoming the first of 
a number of Ohio communities to do so. Toledo’s power 
to tax income derived from the state constitution and from 
a 1919 decision of the Ohio supreme court allowing cities 
to tax anything not exempted by state law or preempted 
by the state government. The preemption rule prevents 
Ohio cities from levying on investment income. 


The income tax adopted by St. Louis in 1946 was invali- 
dated by the Missouri supreme court in 1947 for lack of 


38 Leon J. Quinto, Municipal Income Tazation in the United States (Mayor's Com- 
mittee on Management Survey of the City of New York, 1952), p. 10. 
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express authorization from the state legislature. In 1948, 
St. Louis obtained the required permission for a two-year 
period. This grant was allowed to lapse in 1950, but was 
restored in 1952 and has since been renewed as each expira- 
tion approached. 


The major spur to widespread adoption of municipal 
income taxes by Pennsylvania communities was passage 
by the state legislature in 1947 of Act 481, known among 
finance specialists as the “tax anything act.” Patterned 
after the earlier grant of authority to Philadelphia’? the 
new act allowed some 3,650 municipalities and school dis- 
tricts in Pennsylvania to utilize any tax source not already 
employed by the state government.. As of May 1958, 617 
localities in Pennsylvania (24 cities, 173 boroughs, 22 
townships and 398 school districts) had availed themselves 
of the opportunity to impose local taxes on income. 


Although derived from a different source, Ohio commu- 
nities have similar power to tax income; a recent count 
showed that about 40 of them have done so. Adoptions 
have been less common in Ohio than in Pennsylvania be- 
cause of differing procedures for handling the problem of 


double taxation. Pennsylvania law gives first call to the 
community of residence (except in the case of Philadel- 
phia). This encourages small towns surrounding a metro- 
politan center to enact income taxes of their own. In 
Ohio, the community of employment gets the preference; 
hence there is no special incentive to levy the tax in sur- 
rounding territory. 


Excluding jurisdictions in Ohio and Pennsylvania, only 
nine cities in three states and the District of Columbia 
now have. local income taxes. These are Anniston and 
Gadsden, Ala.; Covington, Lexington, Louisville, Newport 
and Paducah, Ky.; St. Louis, and the City of Washington. 
(Washington’s income tax, instituted in 1939, is similar to 
a state income tax; it does not apply to non-residents.) In 
Alabama and Kentucky, where state laws appear to forbid 
the imposition of local income taxes, the levy takes the 
form of an “occupational license tax,” based on city licens- 
ing powers. Louisville pioneered this plan in 1948, levying 

 Pittsburgh’s authoritv to levy an income tax, first granted by the 1932 law, now 
derives from Act 481. Under the latter statute. cities are limited to a maximum levy 
of 1 per cent, may not ‘tax non-residents if their income is. already being taxed in 
their home communities, and must share the proceeds. with the school board if the 
board also taxes income. Under the ‘1932 act, now avvlying only to Philadelphia, 


that city collects a 1.5 per cent tax, levies on non-residents, and is free of compe- 
tition from the school board which has no income taxing power of its own. 
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a 1 per cent (now 1.25 per cent) tax on the “privilege of 
engaging in” occupations, businesses, trades and profes- 
sions. The tax has been sustained by the Kentucky Court 
of Appeals, highest court of the state. A similar tax in 


Gadsden, Ala., was upheld by the Alabama supreme court 
in March 1957. 


DOMINANT PATTERN: LOW RATES; FEW EXEMPTIONS 


Altogether, by the most recent count, local income taxes 
are in effect in approximately 665 jurisdictions, 270 of 
which are municipalities. The pattern is much the same in 
all places. Rates are low, varying in the cities from .5 
per cent to 1.5 per cent, with most of the taxes levied 
at 1 per cent. Pennsylvania and Ohio both fix an upper 
limit of 1 per cent. (Philadelphia, at 1.5 per cent, is in a 
separate category because its tax was adopted under special 
authorization.) In Kentucky the maximum levy for first 
class cities is 1.25 per cent. 


Exemptions are all but non-existent. In only two cities 
is there any variation from the model of a flat-rate levy 
against gross income (less business costs in the case of 
corporate income taxes). Springfield, Ohio, exempts in- 
comes of less than $1,040 a year, and Barberton, Ohio, 
works from a floor of $600 a year. Warren, Ohio, per- 
mitted a deduction of $1,200 for several years but since 
1952 the city has adhered to the no-exemption rule. 


The income tax proposed in Denver but voided by the 
courts would have marked the first significant departure 
from the flat-rate pattern. Denver’s plan called for a 
rate of .5 per cent on the first $5,000 of income, and 1 
per cent on all income in excess of $5,000. This mildly 
progressive rate structure was demanded by Denver labor 
leaders as the price of their support for the tax. 


Nearly all of the local income taxes apply to wages, sal- 
aries, professional earnings, and profits of unincorporated 
businesses. Earnings of domestic workers are exempt in 
Kentucky; the compensation of clergymen is not taxed in 
Kentucky and Philadelphia. Wages of persons under 16 


are exempt in Dayton and Springfield; under 18, in Co- 
lumbus. 


Corporate profits are taxed in St. Louis, Lexington and 
Louisville, and in Ohio localities, but not in any of the 
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Pennsylvania jurisdictions, because corporate profits are 
already taxed by the state. None of the cities levies on 
income from securities, and in all except a few cases rental 
income is excluded unless property management is a prin- 
cipal occupation | of the taxpayer. The reason generally 
given for omission of investment income from coverage 
of the tax is the difficulty of administering a tax on “un- 
earned income.’ 


EASEMENTS FOR NON-RESIDENT URBAN WORKERS 


The only significant irregularity of pattern comes in 
treatment of the problem of double taxation. With rela- 
tively few exceptions, city income taxes apply in theory to 
both residents and non-residents. Non-residents are ex- 
exempt from taxation by Pennsylvania school districts be- 
cause they are not considered to be a burden on the school 
system. The occupational license taxes in Alabama and 
Kentucky apply only to persons who earn a livelihood in 
the city; residents who work elsewhere are not liable to 
the tax. The Philadelphia, Louisville and Columbus ordi- 
nances exempt non-residents if they can show that work 
performed in the city is merely incidental to work done 
elsewhere. ‘These provisions are intended to free Pullman 
porters, airline hostesses, bus drivers and the like from 
payment of the tax. 


In practice, taxation of non-residents in Pennsylvania 
jurisdictions is less the rule than the exception. Under 
state law, 1 per cent is the most a wage earner can be 
required to pay (except to Philadelphia), no matter how 
many jurisdictions may have a claim on his income. Where 
there is overlapping, the prior right to collect rests with 


the community of residence. (Again the exception is Phila- 
delphia.) 


When the overlap is between city and school district, the 
usual practice is to split the payment equally between the 
two jurisdictions. One result of these provisions is. that 
city income taxes in Pennsylvania tend to develop in mush- 
room clusters around the state’s metropolitan centers (again 
excepting Philadelphia) and the tax thus becomes a levy 
by each community on its own residents. A second result 
is that administration of the tax becomes a complex task 
for some individual employers. For example, a salesman 
or a routeman for a dairy may do part of his work in three 
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or four taxing jurisdictions. In some areas, the problem 
has been met by establishment of a central agency to collect 
taxes for all jurisdictions. 


Many Ohio cities, in taxing residents, exclude from the 
tax base all income on which tax has already been paid in 
another community. Several cities — including Bowling 
Green, Canton, Defiance and Toledo—have sharing arrange- 
ments with smaller neighbors. Toledo and its suburb, 
Maumee, each grant residents tax credit up to 50 per cent 
for payments to the other. In effect, the arrangement 
resembles the Pennsylvania system without encouraging 
other neighbors to adopt the tax. The double taxation 
problem is not present at all in Alabama, Kentucky or 
Missouri; current law and geography preclude the possi- 
bility of overlap in those states. However, residents of 
jurisdictions in Alabama, Kentucky and Missouri which 
have resorted to the income tax—but not of Pennsylvania 
or Ohio, states which do not tax individual income—are 
subject to three-way taxation of their earnings by the local, 
state, and federal governments,'*® 


Future of the Municipal Income Tax 


IN ADDITION to the five states where the city income 
tax is already in use (Alabama, Kentucky, Missouri, Ohio 
and Pennsylvania) there are two others (Minnesota and 
New York) in which the legislatures have made specific 
grants of income taxing authority to one or more of their 
cities. A number of California’s 66 home-rule cities may 
also have power to levy an income tax if they wish to do so.!® 


In 1953, the New York legislature, at the request of Gov. 
Thomas E. Dewey, gave New York City the right to impose 
a payroll tax, but this power has not been used. The 
Minnesota legislature in 1947 authorized Minneapolis to 
submit a local income tax plan to referendum, but the 
income tax has been twice rejected by the voters. 


18 See “‘Federal-State Tax Relations,” E.R.R., 1953 Vol. I, p. 209. 

1%” Replying to a questionnaire from Robert A. Sigafoos, an official of the League 
of California Cities wrote: “The existing tax authority language in most charters 
is broad enough to permit the levying of an income tax. It is just not possible to 
tell . . . specifically how many cities of the 66 [can do so], but it is the collective 
impression of the staff that quite a few of them have this authority.” 
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LEGAL OBSTACLES TO MUNICIPAL INCOME TAXES 


Imposition of local income taxes is specifically enjoined 
by the constitutions of |five states (Florida,. Idaho, 
Louisiana, Maryland and Tennessee). One other state, Wis- 
consin, has erected a statutory bar to local taxation of 
income. The Wisconsin legislature took this action in 1947 
after Madison and several smaller cities had both shown 
interest in municipal income taxes. 


Three-fourths of the states neither prohibit nor author- 
ize taxation of income by their cities. In a few of these 
(Colorado and Michigan, for example), courts have handed 
down decisions which forbid cities to levy such taxes with- 
out legislative authorization. In this connection, Robert 


A.. Sigafoos, one of the leading authorities on municipal 
income taxes, has written: 


In most [of the states with no statutory or constitutional provi- 
sions regarding income taxation], state sovereignty over the local 
taxing power, as manifested by existing -permissive legislation, 
would seem to preclude a local jurisdiction adding the income 
tax to its list of permissible levies. That is, local governments 
as creatures of the state may tax that which constitutional provi- 
sion and state legislation authorize them to tax. By implication, 
what is not authorized specifically is beyond their authority. The 
implication is strengthened wherever a state has entered the 
income ‘tax field and is thereby. presumed to have preempted it.20 


The above theory was set forth by Sigafoos in 1955. 
Since that time, the courts have upheld Gadsden’s tax, 
despite the fact that Alabama has a state income tax, 
accepting it as a license tax. Presumably, the occupational 
license approach, already approved in the Kentucky courts 


as well as in Alabama, could be used successfully in other 
states. 


Apart from legal obstacles, proposals to adopt local in- 
eome taxes are apt to meet strong opposition at the polls. 
In most cities where the tax has been tested in referenda, 
labor unions and, in some instances, business groups have 
campaigned against it. The C.1.0. once labeled the tax 
“viciously regressive,” 2! and in several localities chambers 
of commerce have fought it on the ground that taxation 


of income would have adverse effects on business activity 
in the central city. 


” Robert A. Sigafoos, The Municipal Income Taz: Its History and Problems (1955), 
Pr. 8-9. 


“ Quoted in Calvin W. Mayne, “Local Tax Jumps City Limits,” Nation's Business, 
May 1953. 
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SUBURB vs. CITY; HINDRANCES TO CONSOLIDATION 


Imposition of a municipal income tax sometimes raises 
tensions between city and suburb, making it harder for 
them to get along together. If outright hostilities develop, 
the central city may find itself the victim of reprisals by 
the state legislature, where, more often than not, the sub- 
urban representatives will belong to the majority faction 
and the city delegations to the minority.” 


One writer has suggested that “falling real estate tax 
rates in cities levying an income tax may tumble scores 
of communities together into one large urban area in a 
smooth, quiet trend without compulsion.” 73 Something of 
this sort was noted around Toledo in 1949 as the city’s 
real estate tax rate fell to $17 a thousand and suburbanites 
began to demand that some of the services they were help- 
ing Toledo to pay for be supplied by their home commu- 
nities. However, it seems as likely that a city income tax 
will discourage development of genuine metropolitan politi- 
cal forms by creating lasting antagonisms between sub- 
urbanites and residents of the central city. Louis Brown- 
low, 79, founder of the International City Managers’ Asso- 
ciation and considered the dean of Amercia’s public admin- 
istration specialists, said on Oct. 14 that he opposes impo- 
sition of city income taxes because they are likely to hinder 
metropolitanization. 


Addressing the opening session of the National Confer- 
ence on Metropolitan Growth in Washington, Nov. 24, Luther 
H. -Gulick, president of the Institute of Public Administra- 
tion, called for increased federal aid to cities to check the 
spread of municipal income taxes. He asked the conference 
to give thought to two questions: “Would not such [income] 
taxes tear the American economy apart and have a destruc- 
tive effect on our national growth and efficiency? Is it 
not dangerous for business to encourage the development 
of tax systems which are high here and low there and sub- 
ject to change without notice?” 


ALTERNATIVES FOR LOCAL TAXATION OF EARNINGS 


Louis Brownlow concedes, even stresses, the need of 
cities for additional sources of revenue, but he urges that 


2 See “Unequal Representation,” E.R.R., 1958 Vol. II, p. 828. 


™=R. T. Anderson, “Income Tax Aids Annexation,” National Municipal Review, 
October 1949, p. 443. 
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the tax-sharing plan developed in Wisconsin be considered 
as an alternative to local taxation of income. Under the 
Wisconsin plan, the state levies. and collects an income 
tax, sets aside a specified portion of the yield for the general 
fund and another portion for administration of the tax, 
and then returns half of what remains to the cities for 
their own use. 


Wisconsin cities are reimbursed “in proportion to the 
respective amounts of income derived from each,” except 
that no city may receive in any calendar year more than 
2 per cent “of the equalized value of all taxable property 
therein for the preceding year.”” Maryland, Massachusetts, 
New Hampshire and Tennessee also have automatic pro- 
cedures for sharing individual income tax receipts with 
their cities for general use, and seven states (Alabama, 
Arizona, Maine, Nebraska, New Hampshire, New Jersey, 
South Carolina) share the yield of some minor corporation 
taxes. with the cities.*4 


In addition to keeping the way open for metropolitan- 
type consolidations, Brownlow points out, the tax-sharing 


scheme gets around two other cbjections commonly raised 
to municipal income taxes. Because it is based on the 
state’s income tax law, the levy is at progressive rates 
rather than a flat rate, and unearned as well as. earned 
income is taxed. Brownlow admits that such a system of 
tax sharing would be inappropriate in states where strong 
rural majorities in the legislature appropriate too large 
a part of the state revenue for the general fund or other- 
wise discriminate against the cities. 


A slightly different plan was proposed to the United 
States Conference of Mayors in 1955 by Luther Gulick, 
then New York City administrator. He recommended that 
cities seek authority from the legislatures to attach supple- 
mental levies to the state income tax. The entire amount 
would be collected by the state and, after deductions for 
administration, their shares would be forwarded directly 
to the cities imposing the supplements. This plan is used 
in Sweden, where all local taxes are collected by the national 
government. California has a somewhat analogous system, 
allowing cities to levy a supplemental sales tax, which the 
state collects. New Mexico allows the taxpayer to dis- 


* U.S. Department of Commerce, Bureau of the Census, State Payments to Local 
Governments in 1952 (1954). 
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charge his obligation by paying the equivalent of 4 per cent 
of his federal income tax to the state. 


In practice [Gulick explained], the city would vote to impose 
the additional tax rate. It might take the form of a flat percent- 
age of the state tax. For example, city residents might pay an 
additional tax amounting to say 25 per cent of the state tax. Or 
it might take the form of additional percentage points added _ to 
the state rate. Under this form, residents of the taxing city 
might pay, for instance, 1 per cent of the taxable income over 
and above the rate imposed by the state. 


Under the first arrangement, the city rate would follow the 
same scale of progression as the state tax although at lower 
effective rates. Under the second arrangement, the tax might 
be simply a flat rate, say 1 or 2 per cent of the taxable income or 
it might be mildly progressive; for instance, 1 per cent on taxable 
income up to $5,000, 2 per cent on taxable income between $5,000 
and $10,000, and 3 per cent on taxable incoming exceeding $10,000. 


In any case, Gulick said, cities should avoid income taxes 
of the Philadelphia type which “strike most heavily the 
lower income groups and the largest families.” 


Harold S. Alderfer, Pennsylvania’s deputy superintend- 
ent of public instruction, likewise has criticized the local 
income tax plans now in use in his state and elsewhere. 
Speaking before a meeting of the National Tax Association 
at Columbus in 1955, he recommended “that major non- 
property taxes, such as sales and income [taxes], be levied 
only by metropolitan federations of local units, joint service 
districts, or by regular units of government for the pur- 
pose of financing services for more than one local unit in 
the metropolitan area.” Conceding that there were no 
metropolitan federations in existence in the United States 
at that time,25 Alderfer contended that “such a provision 
would hasten their establishment.” 


All three of the above proposals for improving the local 
income tax would need the approval of state legislatures. 
Even to adopt the tax in its present form, cities in most 
states would need legislative authorization. Considering 
the anti-urban bias of most state legislatures, such permis- 
sion might be difficult to obtain. Nonetheless, it-is prob- 
able that success of the municipal income tax in producing 
revenue will increasingly engage the attention of city 
finance officers as budgetary pressures mount. 


% Miami's pioneering metropolitan federation was first approved by Dade County 
voters in May 1957. 








